cost-of-living adjustments. (Widows already
receiving SBP annuity payments receive the same
percentage cost-of-living adjustments.) Because
future SBP annuity payments to a surviving spouse
will reflect these adjustments, SBP costs to the
retiree will also increase. However, Senate Act 91
changed the formula for determining additional
SBP costs associated with cost-of-living adjust-
ments. Basically, these costs now increase by the
same proportion as does the member's retirement
pay. A 10 percent cost-of-living increase in the
$1,000 base amount discussed above, for example,
would result in a base of $1,100 and would in-
crease the corresponding monthly SBP costs by
10 percent of $77.50, pushing the monthly cost to
$85.25.

Only net retirement taxable

SBP costs are excluded from gross income and
thus from federal income taxes, so that only a
member's net retirement pay (gross retirement pay
less SBP costs) is taxable. Most states also tax
only net retirement pay.

Normally, a member cannot change his partici-
pation in SBP once his application becomes effec-
tive. However, Congress did authorize a one-year
open enrollment period beginning October 1,
1981. During that year, eligible retirees may enroll
in the program for the first time, increase cover-
age, or include spouses where only children were
previously covered.

Deductions from retired pay continue as long as
the retiree has a beneficiary eligible for the
annuity, although they will stop if his spouse dies
before him or if he is divorced. Should the retiree
remarry, his new spouse becomes an eligible
beneficiary. The same SBP coverage that was in
effect for the former spouse and a current liability
for deductions from retired pay begin one year
after the remarriage, Any additional costs for
coverage of children end when the youngest child
reaches age 18 or, if in school, age 22,

SBP annuity payments to a covered widow con-
tinue until her death, unless she remarries before
age 60, in which case the annuity ends. However,
if that marriage ends for any reason, her SBP
annuity payments resume; if she should remarry
after age 60, her SBP annuity would not be af-
fected. SBP payments to a widow are wholly sub-
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ject to federal income taxes.

If a widow aged 62 or older is entitled to a social
security survivor benefit based on her husband's
covered employment, her SBP annuity is subject to
mandatory reduction. The reduction becomes ef-
fective even if she does not apply for social security
survivor benefits or is entitled to a greater benefit
from her own covered earnings. However, if a
widow is working and, because of her income, is
not eligible for social security benefits, she con-
tinues to draw her full annuity.

A widow under age 62 also receives her full SBP
annuity unless she is receiving either social security
survivor benefits or a mother's social security bene-
fit because of one dependent child in her care. Her
SBP annuity remains intact if she is receiving a
mother's social security benefit because of two or
more dependent children in her care.

Reduction of a widow's SBP annuity (hereafter
called the SBP offset) is based solely on the
member's social security "covered" wages (in-
cluding military wage credits) earned on active mili-
tary service after 1956. Any social security benefits
earned in civilian employment have no impact on
the social security offset. The amount of the offset
is the lesser of 40 percent of the SBP annuity or
that portion of social security survivor benefits at-
tributable to military service after 1956.

Determining the SBP offset

Both the social security offset and the SBP itself
are thus fairly straightforward. Computation of
social security benefits based on active military
service after 1956 is more complicated, however,
and little understood by most military members,
due to changes and complexities introduced by the
1977 amendments to the Social Security Act. But
because these benefits wholly determine the
amount of the SBP offset, an understanding of
social security benefit computations is critical to an
understanding of the SBP offset.

Relevant changes introduced by 1977 amend-
ments include provisions for indexing wages and a
new benefit formula, both of which went into ef-
fect on January 1, 1979. The provisions require
that the earnings of a worker first eligible for bene-
fits after 1978 be indexed to reflect changes in
general wage levels that occurred during his work-
ing lifetime and then averaged over his working

Fourth Quarter 1981ided a documented basis for argumentative
